We investigate the relationship between bankruptcy risk and expected future sales growth for Norwegian non-listed firms for the period 1988-2007. We find that firms with high bankruptcy risk also have high expected future growth. Financial ratios characterizing firms with high bankruptcy risk also characterize firms with high future expected growth. Small firms, firms with low levels of equity and retained earnings, firms with low profitability and low levels of sales per unit of capital, have all higher expected future growth rates than other firms. These findings suggest a tradeoff between the upside potential of high growth and the downside risk of bankruptcy.
Introduction
Many firms aim at achieving high growth and the prices of high-growth firms can be high even though current earnings are low. High growth implies increased activity for suppliers and other business service providers as well as increased employment. Local and central authorities are therefore often keen to attract high-growth firms and to facilitate their continued growth. While high growth is considered a sign of success it is, however, not an end in itself. Growth is a means to achieve high profitability. While many firms follow a high-growth strategy, not all firms can succeed. In this paper we study the relationship between bankruptcy risk and growth. Using a large sample of financial reports for Norwegian non-listed firms for the time period 1988-2007, we investigate whether firms with high bankruptcy risk also have high expected future growth. 1 Such a positive relationship suggests that there is a tradeoff between the downside risk of bankruptcy and the upside potential of high growth. It is important for investors, managers, and other stake holders in firms to be aware of this tradeoff.
The empirical finance literature is almost exclusively based on data for listed firms. The obvious reason for this bias is lack of data on non-listed firms. Accounting data for nonlisted firms are for instance not publicly available in the US. The Norwegian accounting data is exceptional in the sense that the amount of required information for listed and non-listed companies is almost identical. 2
Our contribution is to provide evidence of a positive relationship between bankruptcy risk and sales growth for non-listed firms. This has, to our knowledge, not been directly documented before. There is a selection bias in our sample in the sense that we are left with the group of high risk firms that were actually able to grow fast (while slow growing high risk firms failed and left the sample). Hence, what we quantify is a form of "rebound-effect" for surviving firms, which is stronger the higher the bankruptcy risk.
We also investigate which firm characteristics are associated with both high bankruptcy risk and high expected growth. Lower values of the explanatory variables are all related to higher bankruptcy risk. If lower values of the variables also are related to higher future growth if no bankruptcy occurs, then the variables contribute to the positive correlation between bankruptcy risk and expected growth. We do not find that one specific factor is causing this positive 1 We measure growth as the yearly growth rate in total sales as reported in the firms' financial statements. Sales is often less influenced than other measures by the firms' judgement, such as valuation and write-downs of assets. Sales is also less influenced by changes in accounting principles over time.
2 Moreover, the law provides a strong incentive for providing high quality accounting information as a company is automatically liquidated if approved annual accounts are not received by the authorities within 17 months after the end of the fiscal year.
relationship. On the contrary, we find that almost all financial ratios characterizing firms with high bankruptcy risk also characterize firms with high expected growth rates. Finally, our analysis document that sales growth in general is very hard to predict. This result is in accordance with Chan et al. (2003) 's study of growth rates for US listed firms. The result is relevant for the task of valuing non-listed firms in that it suggests that investors should not expect many firms to be able to sustain high growth rates in sales over long periods of time.
Both bankruptcy and growth prediction are important topics covered in the literature. It has become customary to classify default prediction models as structural models or reduced form models, see, e.g., Duffie and Singleton (2003) . The structural models are based on market values and the standard reference is Merton (1974) . In this class of models default is assumed to take place if market values of assets are lower than book values of debt. Reduced form models are typically hazard-rate models. The seminal article for this class of models is the Z-score of Altman (1968) , where financial ratios are used to identify firm with highest default risk. Default prediction is particularly important when pricing debt. 3 There is also a literature on the relationship between default risk and equity returns. Here the main research question is whether the Fama-French risk factors SMB and HML can be explained by default risk. The evidence from these studies are mixed. Dichev (1998) compute measures of default risk on a sample of US industrial firms using reduced form models and finds that bankruptcy risk is not rewarded by higher returns. On the other hand, Vassalou and Xing (2004) analyze the effect of default risk on the return of traded US stocks using Merton (1974) 's model and find that small firms with high book-to-market ratio have higher return the higher the default risk. 4
Prediction of firm growth is related to a large body of literature on the relationship between information extracted from financial statements and capital markets. A comprehensive survey of this literature is provided by Kothari (2001) . Information in financial statements are often used to find the intrinsic, or fundamental, value of stocks. The fundamental value of a firm is usually defined as the expected future net cash flow discounted by a risk-adjusted discount rate. Growth in sales is a component of net cash flow. Chan et al. (2003) examine the level and persistence of growth rates for US listed firms between 1951 and 1997. Using mainly marked based explanatory variables, and not including default or bankruptcy risk, they find that there is no persistence in long-term growth beyond chance and that the predictability of growth is low.
Norway is a member of the European Economic Area. The country is small based on its population, however, its economic importance is not immaterial. Norway is a large exporter of oil and gas and also a significant exporter in the seafood and shipping services sectors as well as in the light metals and ship equipment sectors, see OECD (2010) . Our data sample should provide interesting non-US empirical evidence.
The remaining part of the paper is organized as follows. In section 2 we present the data sample. Section 3 contains the empirical analysis where we document a positive correlation between bankruptcy risk and future growth rates, and show that the financial ratios characterizing firms with high bankruptcy risk also characterize firms with high future growth rates. In section 4 we provide a discussion of possible explanations for the relationships found between the explanatory variables and future sales growth. The final section concludes.
Data
Our data sample consists of financial reports for Norwegian joint-stock companies over the 20 years from 1988 to 2007. The data is provided by Norges Bank and D&B 5 . Norway is a large exporter of oil and gas. During the last years of the sample period, there was a strong boom in the Norwegian economy, partly driven by a doubling of the oil price.
Filter rules
The data sample consists of annual unconsolidated financial statements for Norwegian jointstock companies. To avoid noise in our estimations from a large number of very small firms, we exclude:
5 Earlier Dun & Bradstreet The accounts are similar to those reported to The Register of Company Accounts, see www.brreg.no/english/registers/accounts. We also have information about each company's classification according to EU's standard industry classification system (NACE Rev.1.1).
6 See Moe et al. (2004) .
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• Firms with asset size below NOK 1 million.
• Firms with values below the 2.5 percentile or above the 97.5 percentile for variables used when performing empirical analysis in section three. These variables are Sales/Total assets, Working capital/Total assets, Retained earnings/Total assets, Return on assets, Equity ratio, and the growth rate in sales.
• Firms failing a logical test for the balance sheets (total assets identical to the sum of equity and liabilities) 7 .
After we have estimated bankruptcy probabilities for the firms we also exclude firms with equity less than NOK 200 000. 8 We also exclude firms belonging to heavily regulated industries (finance, public administration, health, education, and international organisations 9 .
Several changes in the tax system during the sample period are likely to have affected firms' financial ratios. For more details on tax and accounting issues, see the Appendix. Table 3 shows descriptive statistics for a selection of financial items and ratios. The ratios are defined in Table 4 . The typical firm is quite small (5.4 mill NOK), however, the much higher 7 We included the companies if the discrepancy was not larger than NOK 10 000. 8 The reasone why we exclude firms only after the estimation of bankruptcy probabilities is that we want to keep many observations of bankruptcies in the sample. Firms with low levels of equity have typically a high bankruptcy risk.
Descriptive statistics
9 NACE codes 64, 65, 66, 84, 85, 86, 87, 88 and 99. 10 The sector also includes repair of motor vehicles, motorcycles and personal and household goods. 11 The Real estate and business activities sector includes real estate activities, renting of machinery, equipment, personal goods, and household goods, computers and related activities, research and development, and different business activities (legal, accounting, book keeping activities, tax consultancy, market research.etc).
mean of 46.6 mill NOK tells us that there are also some large firms in the sample. The mean and median Equity/Debt ratio is around 0.53 and 0.34 respectively.
Empirical analysis

Modeling approach
We start by estimating the direct relationship between firm-specific bankruptcy risk and growth.
The regression equation is (we drop the subscript referring to specific firms in order to ease notation)
where GSALES t+1 is the growth rate in sales between time t and t + 1, P B t is the estimated bankruptcy risk at time t, GASSET S t is the growth rate in total assets between t − 1 and t,
∆AT t is the change in the ratio of sales to total assets between time t − 1 and t, and t+1 is the error term. Higher bankruptcy risk is positively related to higher expected growth if the coefficient α 1 is positive. GSALES t is included in order to account for possible persistence in sales growth. The persistence may depend on whether the growth is negative or positive.
We therefore also perform regressions with separate variables for negative (GSALES − t ) and positive (GSALES + t ) sales growth. Asset growth GASSET S t is a proxy for recent investments that may increase future sales. The change in asset turnover ∆AT t reflects recent changes in the earnings capacity of capital that may influence future growth. For listed firms, several variables reflecting market prices, such as book-to-market ratios, could have been relevant for explaining future growth. 12 More specific information relevant to growth at the firm level, such as market outlooks, product characteristics, information about the firms' management teams, or information about the owners, may also help to make predictions about expected growth for specific firms. Such information is, however, not available for this set of data.
The firm-specific bankruptcy probabilities P B t are estimated in a separate logit estimation.
We use the variables in the Z-score model of Altman (1968) . These variables are asset turnover AT t , working capital W CAP t , return on assets ROA t , retained earnings RE t , and the equity 12 In an analysis of growth rates for listed firms in the US, Chan et al. (2003) used the following 9 variables: 1) the growth rate over the 5 previous years, 2) the ratio of income before extraordinary items (EBEI) to the market value of equity, 3) the product of return on equity and the ratio of EBEI not paid as dividends, 4) the ratio of research and development expenditures to sales, 5) a dummy variable for firms in the technology sector, 6) the book-to-market ratio, 7) the stock's previous 6 month compounded rate of return, 8) the IBES consensus forecast for long term growth, and 9) the dividend yield. 6 ratio EQ t . In addition we use a size variable SIZE t and indicator variables I k for firms belonging to a specific industry k. Except for the indicator variables, higher values for all of these variables imply lower bankruptcy risk. The relationship between these variables and future growth will determine the relationship between bankruptcy risk and growth. In order to investigate the effect of these variables on future growth we therefore estimate the equation
where u t+k is the error term. Equation (2) is similar to (1), except that the bankruptcy probability is replaced by the variables used to estimate the bankruptcy risk.
We follow the approach of Chan et al. (2003) and Fama and French (2000) and estimate by OLS the coefficients in the cross section separately for every year in the sample. We then take the average of the yearly coefficient estimates as our estimate for the coefficient values. The standard errors for the time-series of estimated coefficients are used to draw inferences about the mean of the yearly coefficients. With this approach, possible cross-correlation between firm residuals are reflected in the yearly cofficient estimates. The fact that bankruptcy risk is observed with errors in (1) may potentially influence the estimated coefficients. Measurement errors may induce a bias towards zero in parameter estimates. 13 We therefore use both (1) and (2), which does not include any model-generated variables, when evaluating the relationship between bankruptcy risk and growth. Table 5 reports the correlation coefficients between the explanatory variables in (2). The correlation coefficients between the equity ratio and retained earnings (0.65) and between the equity ratio and working capital (0.39) are quite high. We therefore make separate regressions excluding retained earnings and working capital.
Bankruptcy risk
The total number of bankrupt firms with at least one matched financial report in the filtered delivered their last financial statements more than two years before the bankruptcy year. We define bankruptcy as the event that the firm is registered as bankrupt in any year during the three years following the year when the prediction is made. The explanatory variables are defined in Table 4 and descriptive statistics for the variables are provided in Table 3 . Table 6 shows the result of the logit regressions. We start by using the five original Altmanvariables. The signs are negative for all variables except for asset turnover AT , meaning that an increase in numerical value of the variable reduces the bankruptcy probability. In the second specification we add the size variable. The coefficient is negative meaning that large firms have lower bankruptcy risk than small firms. When size is included the sign of asset turnover AT becomes negative. When we include indicator variables for industries we see that bankruptcy risk increases for firms in Manufacturing (I 4 ), Construction (I 6 ), and Domestic trade, repair of goods (I 7 ). Firms in Real estate, business activities (I 10 ) have lower bankruptcy risk. We use the model including indicator variables for industries to estimate expected growth in (1).
Growth
We start by estimating the coefficients in equation (1), see Model I in Table 7 . We use three different samples in the estimation; all firms, small firms, and large firms. Small (large) firms are defined as firms below (above) the median of total assets. The coefficient for the bankruptcy probability P B t is positive and significant. The coefficient of about 1.1 means that an increase in the bankruptcy probability by one percentage point (e.g. from 0.01 to 0.02) coincides with an increase in expected one-year growth of 1.1 percentage points. The coefficient for small firms is higher at about 1.3 and lower for larger firms, about 1.0. The coefficient for current asset growth is positive at about 0.07 for all firms. The coefficient for change in asset turnover ∆AT t is negative, but close to zero. Also the coefficient for current sales growth GSALES t is negative, but close to zero. There is therefore little persistence in yearly growth rates. When we use separate variables for negative and positive current sales growth, see Model III, we find that the coefficient for GSALES − t is negative at about -0.2 and the coefficient for positive current positive sales growth GSALES + t is positive, but close to zero. Negative current sales growth is therefore related to increased sales growth next year, while positive current sales growth to a lesser degree is related to positive sales growth next year. The coefficient for bankruptcy risk P B t remains at approximately 1.1 when separate variables are used for negative and positive current sales growth. The coefficient for bankruptcy risk also remains approximately unchanged for small and large firms. The predictability of growth as measured by the average R 2 is low, about 3 percent, irrespective of whether one uses the whole sample or the samples consisting of 8 only small or large firms. This is lower than the R 2 of about 7 percent reported by Chan et al. (2003) for listed firms in the US. They did, however, have access to variables from the securities markets when making the predictions.
When estimating the coefficients of equation (2) for all firms , see Model IV in Panel A in Table 7 , we find that the coefficients for asset turnover AT t , retained earnings RE t , profitability ROA t , the equity ratio EQ t , and the size variable SIZE t are all negative and significant. The coefficient for working capital W CAP t is positive, but not significant. Due to the positive correlation between the equity ratio and, respectively retained earnings and working, capital we exclude working capital and retained earnings, see Model V. The coefficient estimates for the equity ratio EQ t decreases slightly to about -0.02. The predictability increases slightly to about 4 percent when the financial ratios are used instead of the bankruptcy probability. We also find that all the financial ratios, with the exception of working capital, are negatively related to future growth when we split the sample into small and large firms.
Since a possible tradeoff between bankruptcy risk and growth is most relevant for firms with high bankruptcy risk, we make separate estimations for these firms. Firms with high bankruptcy risk are defined as firms with estimated bankruptcy probability higher than the median bankruptcy probability. The results are reported in Table 8 . The results confirm that there is a positive and significant relationship between the bankruptcy probability P B t and future sales growth for firms with high bankruptcy risk and that most of the financial ratios are negatively related to future growth. Exceptions are a positive sign of the coefficient for working capital W CAP t for the sample containing all firms and positive signs of the coefficients for working capital and retained earnings RE t for the sample containing large firms only. The predictability is highest for large firms with an R 2 of about 5 percent.
To control for the importance of industry sector for future growth rates we include indicator variables for the four largest sectors in the sample. These are Real estate and business activities (I 10 ), Domestic trade, repair of goods (I 7 ), Construction (I 6 ), and Manufacturing (I 4 ) see Table   1 . The two largest sectors, I 10 and I 7 , have a significant negative coefficient, signalling lower growth. When we restrict the sample to small firms only, the Construction sector comes in with a significant positive coefficient. This pattern remains when we restrict the sample to high bankruptcy firms.
4 Discussion
The previous section shows that there is a negative relationship between the explanatory variables in the bankruptcy prediction model and future growth. In this section we provide a discussion of possible explanations for this relationship.
Equity ratio Almost all discussions of optimal leverage take as a starting point the article of Modigliani and Miller (1958) . According to Modigliani and Miller (MM) the value of firms' assets do not depend on the leverage ratio. There is therefore no value created for the owners by engaging in refinancing or changing the leverage. If the total value of firms' assets include the value of future investment opportunities and growth, the MM-argument implies that there should be no relationship between leverage and future growth. The MM-argument is, however, based on an arbitrage argument that relies on perfect information and frictionless markets. By introducing more realistic assumptions, in the form of different market imperfections, there may be an optimal leverage ratio and our finding of a negative relationship between equity ratio and future growth rates can be explained.
In the presence of transaction costs, the arbitrage argument causing the MM-result to hold may no longer be valid. Transaction costs may cause equity ratios to be adjusted only when they move too far away from optimal level, see, e.g., Fischer et al. (1989) . Transaction costs are also the basis for the pecking-order model of debt, see Myers (1984) . According to this model, retained earnings are the "cheapest" form of capital followed by new debt and new equity. According to this model the equity ratio will vary over time depending on the available investment opportunities and the cost of capital, which depends on the stock of internally generated funds.
If firms spend a long time accumulating internal funds, this may help explain a negative relationship for most of the time between the equity ratio and future growth. Another explanation for optimal leverage that can explain our finding is based on the argument of asymmetric information. According to Jensen (1986) a high level of debt will discipline managers and lead to more efficient operations. More efficient firms will have higher profitability from their investments. This may lead to a negative relationship between the equity ratio and growth, as our analysis show.
Retained earnings Retained earnings are closely linked to the equity ratio. Retained earnings measure the degree to which funds are kept in the firm and not paid out as dividends. A high level of internal funding may indicate that the firm is constrained from external funding (debt or equity), as in the pecking-order model of debt, see Myers (1984) . If all firms were funding-constrained, we would expect to see a positive relationship between retained earnings and growth because firms with higher retained earnings would have a higher investment capacity. However, when comparing funding-constrained firms (high level of retained earnings) with unconstrained firms, we would expect the latter to have higher expected growth rates. This implies a negative relationship between retained earnings and future growth. 14 Working capital Working capital is the only financial ratio that in most of our regressions is not negatively related to future growth. The data does, however, show that for most of the models the relationship between working capital and growth is close to zero and is not significant. This finding may be due to different relationships between liquidity and growth in different firms. We see two explanations for a positive relationship between liquidity and growth. Working capital measures firm liquidity, i.e., the ability to pay short term debt with liquid assets. First, good liquidity means that the firm is not hindered by short term debt problems and is therefore in a position to grow. Second, sales-lead expansions also increases firms' short term assets (increased cash holdings, bank deposits, or funds receivable). On the other hand, for some firms there may be a negative relationship between liquidity and growth.
If firms are trying to achieve sales growth by first building capacity and inventory, the liquidity may become strained. Inventory building may reduce liquidity through increased short term debt, debt to suppliers, or a reduction in cash reserves or deposits. High levels of inventory do, however, facilitate fast future sales growth. This would imply a negative relationship between liquidity as measured by working capital and future sales.
Return on assets The negative relationship between profitability and growth seems at first puzzling. One would expect that a high asset return implies profitable investment opportunities and that future investments and growth will follow. This argument assumes, however, that future profitability remains equal to current profitability. Different studies show the presence of mean reversion in profitability over time. 15 Fama and French (2000) document the presence 14 A large body of literature, see, e.g., Fazzari et al. (1988) , find a positive relationship between cash flow and investments. One of the explanations for this is that firms may be constrained by the availability of external financing. Firms therefore have to use internal funds to finance investment.On the other hand, Kaplan and Zingales (1997) show some results where firms that appear less financially constrained exhibit greater investmentcash flow sensitivities than firms that appear more financially constrained.
15 Mean reversion in profitability implies a negative relatiohsip between current profitability ROAt and future changes in profitability. To see this, consider as an example an AR(1) model represented by the regression equation ∆ROAt+1 = (α − ROAt)κ + t+1, of mean reversion in profitability for listed US firms and Allen and Salim (2005) also document mean reversion for listed UK firms. Nordal and Naes (2010) provide evidence of mean reversion in asset return for Norwegian non-listed firms. The intuition behind mean reversion in profitability is that competition will force profitability to a long run mean. If changes in asset return is influenced by changes in sales, we would therefore expect to see a negative relationship between current profitability and future growth. Firms with below-mean growth today is expected to improve their profitability. The improvement in profitability will partly be caused by increased growth in sales. On the other hand, a high profitability may also indicate that the firm has market power. The firm may be optimizing its profitability by keeping prices high and sales volume low. Firms with market power have usually low growth potential, indicating a negative relationship between profitability and growth.
Asset turnover Firms with high earnings capacity of assets, as measured by asset turnover (sales/total assets) should be able to increase sales by investing in new capacity. This would imply a positive relationship between asset turnover and growth. In the cross section of firms from different industries, however, a high asset turnover may indicate that the firm's production technology is labor intensive. Increasing sales by hiring new workers may be more time consuming and costly than adding new capital, e.g., because of coordination costs and negative economies of scale. Based on this line of reasoning, there should be a negative relationship between asset turnover and expected sales growth.
Firm size There is a large literature within the field of industrial organization on the implications of firm growth on the firm size distribution, see for example Mansfield (1962) . A negative relationship between size and future sales growth contradicts the classical proportional growth law of Gibrat, which stipulates that expected firm growth is independent of size. Our finding that the expected growth rate is decreasing with size is, however, in line with more recent empirical evidence in this field, see for example Cabral and Mata (2003) . Jovanovic (1982) argue that a decreasing relationship between firm growth and size can be explained by selection. If most small firms are young and if many young firms go bankrupt, the remaining small firms naturally have a higher growth rate than larger firms.
where high (low) levels of profitability implies a negative (positive) change in profitability at the rate κ towards the long-run average α.
Concluding remarks
In this paper we use a large sample of financial reports for Norwegian non-listed firms to study the relationship between bankruptcy risk and sales growth. There is currently very little empirical evidence on the non-listed sector of the economy. Considering that this sector is more important than the listed equity market in most countries, both with respect to value added and employment, more knowledge about non-listed firms is warranted.
The characteristics of firms with high bankruptcy risk are similar to the characteristics of firms with expected high future growth in sales. Examples are low equity ratio, low current profitability, and current low levels of earnings capacity of capital. This relationship indicates a tradeoff between the upside potential of high future growth and the downside risk of bankruptcy.
A tradeoff between risk and return is well documented in capital markets where securities are traded based on expectations about the future. Interestingly, as our results suggest, such a tradeoff also seems to be present at the firm level. At the firm level this tradeoff follows from the competition between firms and the actions made by firms' owners and management. Our analysis also indicate low predictability of sales growth. This result is relevant for the task of valuing non-listed firms.
13
A Specific data issues 
A.2 Changes in legislation and accounting rules
Several events were important for financial reporting in Norway during the sample period:
The 1992 tax reform The tax reform introduced a new method for reporting taxes. Before 1992, only taxes payable the following year were included in the profit-and loss statements.
From 1992 and later the statement also included taxes payable beyond the following year ("deferred taxes"). Before 1992 the liability side of the balance sheet included untaxed reserves.
When performing analysis on accounting data before the tax reform in 1992, it was customary to split these reserves between equity and debt according to the effective tax rate. This method is shown on, e.g., page 96 in Kinserdal (1983) . With an effective tax rate s, a fraction s of the reserves was added to the company's debt and a fraction 1 − s was added to equity. We use this approach (with s equal to 0.4) to amend equity and debt in the reports for the years 1988-1991.
The 1999 accounting reform The accounting reform changed the specification requirements for the profit-and loss statement and the balance sheet. An important change was the reclassification of write-downs of fixed assets and intangible assets from being extraordinary costs to being operating costs. The reclassification makes it difficult to compare operating profit and profit before extraordinary items before and after 1999. We therefore amended the profit-and loss statements before 1999 by reclassifying write-downs as an operating cost and 16 Consider the case where company A owns company B which owns company C. B and C are considered to be a sub-group, and B may make consolidated accounts for the group (B + C). A will submit consolidated accounts for the group A + B + C. 14 by recomputing operating profit and profit before extraordinary items. 17 The 2006 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 The table reports the results from an estimated logit model of the probability that a given firm goes bankrupt within 3 years. The probability of observing bankruptcy is assumed to be given by the model,
where x is the vector of explanatory variables, β is the vector of coefficients, and F (.) is a cumulative distribution function. Explanatory variables are asset turnover (AT ), working capital (W CAP ), retained earnings (RE), profitability (ROA), equity ratio (EQ), the log of total assets (SIZE), and four indicator variables for industry groups (Ii). The industry groups are: Manufacturing (4), Construction (6), Domestic trade, repair of goods (7), and Real estate, business activities (10). All models are estimated over the period [1989] [1990] [1991] [1992] [1993] [1994] [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] Panel A shows the results of the estimations when the sample includes all firms for the sample period 1989-2006, whereas panels B and C show similar results when the sample includes small or large firms only. Small (large) firms are firms with asset size below (above) the median level of asset size. The explanatory variables (x) are the time t estimated bankruptcy probability (P Bt), the yearly growth rate in total assets (GASSET St), the yearly growth rate in sales (GSALESt) as well as the growth rate conditioned on being negative (GSALES − t ) and the growth rate conditioned on being positive (GSALES + t ). The financial ratios included are asset turnover (ATt), working capital (W CAPt), retained earnings (REt), profitability (ROAt), equity ratio (EQt), and a size variable (SIZEt) (log of total assets). The indicator variables for industry i is Ii. The industries are: Manufacturing (4), Construction (6), Domestic trade, repair of goods (7), and Real estate, business activities (10). For every year an OLS regression is made. The reported coefficients are the mean of the coefficients for the year-by-year regressions. The t-values are given in parentheses. The last column show the average number of companies in a year over the estimation period (N ). Firms with high bankruptcy risk are defined as firms with estimated bankruptcy probability higher than the median bankruptcy probability. Panel A shows the results of the estimations when the sample includes all firms for the sample period 1989-2006, whereas panels B and C show similar results when the sample includes small or large firms only. Small (large) firms are firms with asset size below (above) the median level of asset size. The explanatory variables (x) are the time t estimated bankruptcy probability (P Bt), the yearly growth rate in total assets (GASSET St), the yearly growth rate in sales (GSALESt) as well as the growth rate conditioned on being negative (GSALES − t ) and the growth rate conditioned on being positive (GSALES + t ). The financial ratios included are asset turnover (ATt), working capital (W CAPt), retained earnings (REt), profitability (ROAt), equity ratio (EQt), and a size variable (SIZEt) (log of total assets). The indicator variables for industry i is Ii. The industries are: Manufacturing (4), Construction (6), Domestic trade, repair of goods (7), and Real estate, business activities (10). For every year an OLS regression is made. The reported coefficients are the mean of the coefficients for the year-by-year regressions. The t-values are given in parentheses. The last column show the average number of companies in a year over the estimation period (N ). 
